rules lack guidance on specific topics. Although Italy has been among the first European countries in 1998 to allow the use of international accounting standards for group accounting, there has been no application of this rule because the Ministry of Justice has never issued the effective decree, leaving the application of international oriented standards unclear. As a consequence, IFRS voluntary adopters would also have to prepare group financial reports according to local Italian GAAP which in turn explains the widespread reluctance of Italian listed companies to voluntary adopt IFRS prior to 2005. With the Legislative Decree n. 38/2005 the application of IFRS became mandatory for listed firms' group accounts as of 2005. In Italy, the responsibility of enforcing financial accounting standards is hold by the Stock Exchange Regulator (Commissione Nazionale per le Società e la Borsa -CONSOB). The German accounting system is codified in the German Commercial Code (Handelsgestzbuch -HGB) and has very similar goals compared to Italian local GAAP.
Prominent differences in accounting measurement rules between Italian and German local GAAP can be assessed from Table A 
A.2 Design of the Instrument used for Data Collection
The objective of the data collection process is to collect data about the level of compliance with IFRS for German and Italian firms. Based on prior literature we expect compliance to be particularly problematic whenever local GAAP deviates significantly from IFRS (Glaum et al., 2013) . In addition, prior research has documented disclosure compliance to be easier to assess than measurement compliance (Street and Gray, 2001) .
Thus, we design our data collection instrument focusing on disclosure rules and those accounting issues where German and Italian GAAP exhibit sizeable differences between each other and IFRS. This approach also follows the idea that, if IFRS promotes comparability, this is most likely to occur when local GAAPs differ the most.
As it can be noted from propensity score matched procedure to match German firms to Italian firms based on industry, size, returns, earnings profitability and cash flow profitability to control for potential selection bias in our analyses.
The measurement and disclosure compliance data is hand-collected from the 2006 group financial reports using the instrument presented in Table A .3. The answers to each of the questions in the instrument are coded as "1" in case the answer to the specific question is "Yes"; "0" in case the answer is "No"; and "2" in case the answer is "Not applicable."
Each of the 2006 German (Italian) group financial report is carefully examined by a German (Italian) native speaker member of the research team: 1) to confirm that the respective company prepares its accounts under IFRS in 2006 (this information is located in the "Note on the accounting standards used" and/or in the audit opinion); 2) to analyze the relevant sections of the financial reports and assess whether or not the respective standard surveyed is applicable in the first place; 3) to analyze the relevant sections of the financial reports and answer the questions from the instrument related to the measurement compliance of the applicable standards; 4) to analyze the relevant sections of the financial reports and answer the questions from the instrument related to the disclosure compliance of the applicable standards.
To calibrate the coding process, both researchers code the first 10 annual reports independently. The coding is then compared and discussed to reach a common understanding of the coding procedure. For the subsequent reports, cases where one researcher is unsure about the classification are cross-checked by the other researcher and consensus is being reached.
During the coding process, for each item of interest, we first evaluate whether it is applicable. As an example, in the case of accounting for goodwill, this implies that the respective questions would only be evaluated if a firm reports goodwill on its balance sheet. If the firm reports goodwill, then it has to comply with IAS 36.134 and IAS 36.135 that require the firm to provide detailed disclosures about the impairment test process. Thus, the researchers assess whether the firm conducts such an impairment test by evaluating the mandated disclosures. In this particular case, there is also no materiality threshold that means it is difficult to separate a measurement violation from a disclosure violation as it might be that a firm conducts the impairment test without making the mandatory disclosures about it. However, in line with prior literature on accounting compliance (Glaum et al., 2013; Street, 2001; Street and Gray, 2001) this eventuality is believed to be fairly unlikely. As another example: If a firm makes no reference to self-generated intangible assets throughout its financial statements, the researchers assume that the respective IAS 38-related disclosure rules are not applicable.
Although this means that one might fail to identify non-compliant firms in this setting when they are completely silent about them having self-generated intangible assets, the researcher is instructed to try to make sure that the disclosure items that are surveyed are required disclosure items conditional on the balance sheet line item being reported. As an example, if a firm happens to have intangible assets recorded in the balance sheet, then the firm is required by IAS 38.118(c) to reconcile the beginning of the period book value to the end of the period book value. If a firm fails to give this information, the researcher is instructed to view this as an indicator of non-compliance. If intangible assets happen to be non-material for the firm, they would not be recognized on the balance sheet or would be subsumed in different asset categories. The described approach and the coordination activities across the members of the research team increase the confidence that the identified compliance measure captures non-compliance with a low type 1 error (firms erroneously classified as non-compliant) and a somewhat larger type 2 error (firms erroneously classified as compliant).
To construct the dependent variable in our compliance analyses (CSCORE), we average all applicable disclosure compliance items for each of the 252 German (the 136 late adopters and the 116 early adopters) and 153 Italian firms. We focus on disclosure compliance since measurement compliance exhibits little variance and is inherently hard to identify from public sources. In addition, based on the arguments above, low measurement compliance likely triggers low disclosure compliance and thus, we assume disclosure compliance and measurement compliance to be positively correlated. As previously mentioned, to construct the compliance score, we assign the value of "1" in case the company meets the compliance threshold level for the standard investigated (i.e., the answer to the check-list question is "Yes"); we assign the value of "0" in case the company does not meet the compliance threshold level for the standard investigated (i.e., the answer to the check-list question is "No"). If an answer to a question is coded as "Not applicable", we assign then value of "2" and exclude the answer to the question from the average. We express our compliance index (CSCORE) as a percentage. If a firm satisfies all the applicable disclosure compliance questions on the checklist, the compliance index is equal to 100%. The entity has to measure equity instruments at the fair value of goods or services received.
HGB § 272
No recognition required. Interpretive discussion whether recognition at fair value better reflects the true and fair view.
OIC 19
No recognition required.
Local GAAP no choice identical
No choice = 0
Construction contracts IAS 11
Application of the percentage of completion method if certain conditions are met. Otherwise, the modified completed contract method has to be used.
HGB § § 253 (1), 255 (2)
Application of the completed contract method. Sales and net income are not recognized prior to completion.
OIC 23
Choice between the percentage of completion method or completed contract method.
Local GAAP options overlap
No choice >= 0
Leases IAS 17
Finance leases have to be recorded as an asset and a liability at the lower of the fair value of the asset and the present value of the minimum lease payments.
HGB § 253 (1)
Finance leases have to be recorded as an asset and a liability according to German tax rules.
OIC 12 and OIC16
Finance leases are not capitalized. The lease payments have to be recorded in the income statement.
Local GAAP no choice divergent
No choice > 0 
Employee benefits IAS 19
Post-employment benefits have to be recognized as the net present value of the future final obligation (actuarial calculation).
HGB § 253 (1)
Post-employment benefits have to be accrued over time to amount to the present value of the future obligation, not reflecting salary increases and similar effects (actuarial calculation).
OIC 19
Post-employment benefits have to be recognized as the current value of the obligation (no actuarial calculation).
Local GAAP no choice divergent
No choice > 0
Impairment of assets IAS 36
The entity has to calculate the recoverable amount as higher of value in use and fair value less cost to sell.
HGB § 253 (2)
The entity has to calculate the recoverable amount as value in exchange. Impairments are only required if the loss is the result of a prolonged decline in value.
OIC 16 and OIC 24
The entity has to calculate the recoverable amount as value in use.
Local GAAP no choice divergent
Business Combinations IFRS 3/IAS 36
Goodwill from business acquisitions has to be capitalized.
HGB § § 301, 309 (1)
Goodwill from business acquisitions can be capitalized or derecognized by reducing equity.
OIC 24
Local GAAP options overlap
The entity has to perform a yearly impairment test for goodwill.
The entity has to amortize recognized goodwill.
The entity has to amortize goodwill over a 5-year period.
Local GAAP no choice identical
No choice = 0 
Intangible assets IAS 38
Research costs, startup costs, and advertising costs cannot be capitalized.
HGB § § 248 (2), 253 (1)
Internally generated intangible assets cannot be capitalized.
OIC 24
Applied research costs and development costs can be capitalized. 
HGB § § 253 (1,2)
All short-term financial assets are subsequently measured at lower of cost or market.
OIC 3, OIC 20, and OIC 21
Local GAAP no choice identical
Held to maturity investments are subsequently measured at amortized cost. Information about hedge accounting gains and losses has to be provided in the notes. However, no recognition of these gains and losses is required in the financial statements.
Local GAAP options divergent
Several options > = 0 Is there a general description of the nature and extent of share-based payment arrangements that existed during the period? Is there a description of how the fair value of the goods or services received, or the fair value of the equity instruments granted, during the period was determined?
Does the entity provide detailed information about the effect of share-based payment transactions on the entity's profit or loss for the period and on its financial position?
IAS 11
Applicability Does the entity have construction contracts? Measurement Compliance
Does the entity provide initial recognition / subsequent measurement according to the percentage of completion method?
Disclosure compliance
Does the entity provide information about the amount of contract revenue recognized? Does the entity provide information about the method used to determine revenue? Does the entity provide information about the method used to determine stage of completion?
IAS 17
Applicability Does the entity utilize lease contracts? Measurement compliance Are finance leases recorded as an asset and a liability at the lower of the fair value of the asset and the present value of the minimum lease payments?
Disclosure compliance
Is the carrying amount of asset disclosed? Does the entity provide a reconciliation between total minimum lease payments and their present value? Does the entity provide information about the contingent rent recognized as an expense?
IAS 19
Applicability Is the standard applicable? Measurement compliance
Are post-employment benefits recognized as the net present value of the future final obligation (actuarial calculation)?
Disclosure compliance
Does the entity provide a general description of the post-employment benefits plan? Does the entity provide a description of the methods utilized to calculate any actuarial gain or losses? Does the entity provide a reconciliation between the actual and the booked pension liability? Does the entity provide a reconciliation between the beginning of the period and the end of the period value of the obligation? Applicability Is the standard applicable?
Does the entity disclose basic EPS? Does the entity disclose diluted EPS? Does the entity disclose the amounts used as the numerators in calculating basic and diluted EPS, and a reconciliation of those amounts to profit or loss attributable to the parent entity for the period? Does the entity disclose the weighted average number of ordinary shares used as the denominator in calculating basic and diluted EPS, and a reconciliation of these denominators to each other?
IAS 36
Applicability Is the standard applicable?
Measurement compliance
Does the entity calculate the recoverable amount as value in use or fair value less cost to sell? Does the entity perform a yearly impairment test for goodwill (if any)?
Disclosure compliance
If recoverable amount is value in use, is the basis for determining value in use disclosed (cash flow projections, discount rate, etc.)? If recoverable amount is fair value less costs to sell, is the basis for determining fair value disclosed? If the recoverable amount is not determined for each individual asset, does the entity provide information about cash generating units?
IAS 38
Applicability Does the entity present intangible assets in the balance sheet? Measurement compliance Does the entity capitalize any of research costs, start-up costs, advertising costs? Does the entity expense internally generated intangible assets?
Disclosure compliance
Is the useful life or amortization rate disclosed? Is the amortization method disclosed? Does the entity provide a reconciliation of the carrying amount at the beginning and the end of the period?
IAS 39
Measurement compliance
Is fair value the initial recognition measurement basis for financial assets? Is amortized cost the measurement basis for held to maturity investments? Is fair value to equity the measurement basis for available for sale financial assets? Is fair value to profit and loss the measurement basis for held for trading financial assets? Does the entity recognize derivatives on the balance sheet?
Disclosure compliance
Are methods and assumptions used in estimating fair values disclosed? Does the entity provide a description of the enterprise's financial risk management objectives and policies? Does the entity provide for each category of hedge (if any): A description of the hedge; which financial instruments are designated as hedging instruments; and the nature of the risks being hedged?
